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The Accounts of an Oil Company
By H. G. Humphreys

A great deal is being written and said nowadays as to classifica
tion of accountancy services, compulsory audits, internal audits
and the like. One hears something occasionally as to British
methods—particularly as to the practice of addressing audit
reports to stockholders rather than to directors. But the most
novel idea that has recently been advanced is that which pro
poses that public accountants should audit businesses rather
than mere accounts. In these circumstances, in order that a
public accountant might successfully audit any business, particu
larly if he were to watch the trend of his client’s affairs throughout
the year, it would be necessary that he have the plan of organiza
tion and the entire system of accounts at his command.
In considering the accounts of an oil company at the present
time, the peculiar conditions affecting the industry press on one’s
mind; and it seems proper and necessary to an understanding of
the accounts and affairs of an oil company at least to mention
some of these conditions at the outset.
Notwithstanding the constant sale of petroleum products to
supply a necessity rather than a luxury of present American life,
the industry is beset with strange economic difficulties, probably
due in no small part to overproduction. Meanwhile the industry
is fighting governmental bloodsucking and recalcitrant forces
within its own ranks, through the medium of institutes, associa
tions, conventions and what not,—and in doing so is harassed by
petty politics and fiddlesticks. There is a Moses or two, one
hears, ready to lead the industry out of the Red. Let us hope it
is true.
As is well known, production of crude oil at the present time
is restricted by proration. One would expect as the volume is
reduced the price would increase—but it hardly works out that
way. As to the price of crude oil, the theory is fairly well recog
nized that crude-oil prices should be measured by the net-back to
refineries—that is, the realization on refinery products less selling
and general expenses. It is most important to realize that this
thing called net-back represents almost all the money that comes
into the industry through the sale of its products. The crude-oil
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situation in Texas and Oklahoma is serious. Rumors will not
down that some producers are running oil in excess of proration
limit. That, if true, constitutes theft of royalty oil to the extent
of such excess. There are people who advocate letting all wells
produce to capacity, on the theory that the old law of supply and
demand would soon bring all interests to their proper level, all
things considered.
Transportation departments have not been without their par
ticular kinds of troubles. For example, one finds companies
which acquire productions at points remote from their plants
(with no company pipe lines connecting the two points). Even
marketing departments, for reasons best known to themselves,
sometimes step out of their natural zones to invade the territory
of competitors. This simply means shipping coals to New
castle. However, common sense is beginning to have its inning
and reciprocal arrangements are now fairly common whereby oils
are exchanged between companies, thus holding transportation
costs at the minimum. This economic principle has as a matter
of fact been followed in some parts of the country for some years.
Manufacturing departments have for some time been compelled
to absorb in their costs a charge for crude oil that has raised the
production costs of refined products to a point that has yielded a
meagre return. Manufacturing departments, in some instances,
have been challenged as to their right to exist. One refiner
questions whether or not petroleum might be distilled by means of
an ordinary kitchen kettle without infringing someone’s patent.
Marketing departments may be said to wear the crepe. They
are chiefly in the tax business. Thanks to federal, state and city
governments, one of the chief functions of marketing departments
is to collect taxes to be remitted to governments. Honesty in
accounting for gasoline taxes possibly constitutes a penalty to
the advantage of the bootlegger-competitor—the latter has at
least a lucrative if not a respectable calling. Sometimes one
wonders if the method of taxing as applied to one industry can
not be applied to another. In the event the manufacture of beer
be legalized it will be interesting to see if the government applies
the tax as it did in the old days: on barrels delivered for resale
and on barrels metered to bottling department. The states and
municipalities got licence fees. I suppose there is some reason
why the same taxing principle, as it would affect states and
municipalities, would not be feasible as to gasoline.
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After the marketing department has made a sale, the question
of collections looms up. What with bank failures and poor cred
itors the situation is bewildering. The difficulty of realizing
sales at stations is a problem—some are for cash, others on coupon
or on credit. This particular problem has become so serious
that some of the big concerns are engaging experts to study con
ditions. The reports of some of these experts are of the “numby-cum-spludge ” variety, which are beyond the ken of the
accountant. One can do wonders with a slide-rule. The book
keeping incidental to sales is tremendous. To carry accounts
with wholesale purchasers is proper and unavoidable under our
business system. But why carry all these thousands of little
accounts in the station departments? Some of the big oil leaders
should take counsel together. In order to do away with a lot of
these little accounts some one suggested a sort of consolidated
coupon company into which member companies would pay an
amount equal to face value of coupons issued to be resold.
These coupons would be sold to consumers (at a discount for
cash and at face value on credit). Canceled coupons would be
redeemed by the coupon company. The theory is only touched
upon here—it would require safeguards against manipulation.
It may be Utopian and yet it may have the germ of an idea.
Oil companies are continually on the defensive against indiscrim
inate claims at law. This litigation is often prolonged and costly
and, viewed as a whole, appears to be absurd, if not monstrous.
Despite the present decline in business, actual book transac
tions measure nearly up to par. Accounting methods continue,
however, as in the halcyon days. There is need for directness and
simplification and it may be that something can be worked out
to that end. Necessarily, consideration must be given to all
essential information for executives, taxing authorities and others
properly concerned. And with regard to independent audits, I
hope to show that the compilation of voluminous schedules for
the auditor’s files is quite unnecessary.
Because of the interest that companies have in their cash posi
tion during these trying times, it is thought best to begin these
discussions with the statement of the disposition of funds. In
this statement, the subject of gross additions to properties is
given chief attention, all other changes in the comparative bal
ance-sheet, except so far as they are necessary to the development
of gross additions to properties, are not included.
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Comparative Balance-Sheet

Beginning

Assets

Ending

Properties................................................. $10,000,000 $11,000,000
1,000,000
1,200,000
Investments in other companies...........
100,000
50,000
Specific funds...........................................
100,000
50,000
Deferred receivable, less reserves...........
2,000,000
2,200,000
*Cash...........................................................
1,000,000 1,100,000
*Notes and accounts, less reserves.
2,000,000
1,900,000
*Oils............................................................
100,000
90,000
*Other merchandise..................................
300,000
250,000
*Materials and supplies...........................
100,000
90,000
Prepaid and deferred charges.................

Increase
(Decrease)
$1,000,000
200,000
(50,000)
(50,000)
200,000
100,000
(100,000)
(10,000)
(50,000)
(10,000)

$16,700,000 $17,930,000 $1,230,000

Liabilities
Common stock outstanding................... $ 5,000,000 $ 5,500,000 $ 500,000
3,100,000 3,500,000
400,000
Surplus......................................................
5,000,000
Reserves for depletion and depreciation
5,500,000
500,000
Total capital, surplus and reserves. $13,100,000 $14,500,000 $1,400,000
1,000,000
Long term debt.......................................
800,000 (200,000)
1,000,000
800,000 (200,000)
**Notes payable..........................................
1,000,000
1,180,000
**Accounts payable....................................
180,000
500,000
**Accrued liabilities....................................
500,000
100,000
150,000
50,000
Deferred credits......................................
$16,700,000 $17,930,000 $1,230,000

*Current assets.......................................... $ 5,400,000 $ 5,540,000 $ 140,000
2,500,000 _ 2,480,000 _ (20,000)
**Current liabilities....................................
Net current assets........................... $ 2,900,000 $ 3,060,000 $ 160,000
. $1,000,000
Properties—increase, as above. .
Add: Cost of properties charged off as per fol 300,000
lowing schedule (B)................

Gross addition to properties for the period.......... $1,300,000
Resources—Form A
Net profit for the period........................................ $ 500,000
Add back: depletion, depreciation and other
capital extinguishments.................................
800,000

Income before all capital extinguishments........... $1,300,000
Add: increase in common stock outstanding........
500,000

Total................................................................. $1,800,000
Deduct: cash dividend...........................................
100,000
Resources to be accounted for........................$1,700,000
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Resources—Form B
Increase in capital, surplus and reserves............... $1,400,000
Add back: charges to reserves—
Depletion and depreciation allowance $700,000
Less: increase in reserves for the
period........ ................................... 500,000

Balance being charged to reserves. . . $200,000
Canceled leases and other disposals 100,000 $ 300,000

Resources to be accounted for.. .

$1,700,000

In the next paper on this subject, I intend to present a summary
of each department of an oil company, consisting of investment,
reserve and net investment, together with a brief income state
ment. Matters of departmental detail would follow later.
[This article is the first of a series which will appear during the current
year.—Editor.]
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